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March 24. 1997

.MAR 2 4 1997
Re: Docket 96-45

William Caton
Secretary
Federal Communications Commission
Washington DC 20554

Dear Mr. Caton:

On Wednesday. March 19. 1997. a large ex parte meeting was held in the Commission
Meeting Room to discrss competitive bidding for universal service obligations. Prepared
presentations were made by Paul Milgrom of Stanford University representing GTE. Barry
1\;alebuff of Yale University representing Ameritech. and Timothy Tardiff of National
Economic Research Associates representing US West. Copies of their presentations are
attached. In addition. .I number of other parties attended the meeting. A list of participants is
attached.

Sincerely.

/~Z/f;iZ7
Gregory L. Rosston
Office of Plans and Pnlicy
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Preconditions
••••••••Iml

II Quid Pro Quo: support payments for
obligation to serve

II Small size of service areas
» Avoids cherry picking

» Allows flexible business plans

II Unbundled element pricing

II ILEC exit conditions



Process
••••••••Iml

II Cost-based initial support levels
» cost basket approach

II Nominations
» Rules for entrants

» Rules for ILECs

II Auction

II Post auction implementation
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Auction Rules
••••••••Iffil

• Solution to an Optimal Auction problem
» sealed bid auction

» low bidder receives support
~ J- i, i

» "close enough" bidders also supported

- Possible variations for facilities-based entry

» support equals highest accepted bid

II Additional rules
» zeroing the subsidy

» withdrawal rule: lowest winning bidder has first option
to withdraw



Advantages
••••••••101

II Reduces subsidies
» competition "for" the market

II Benefits consumers
» competition "in" the market

II Encourages facilities-based entry where
economically feasible



Cost Synergies
_ ••••••• Im~

II Defined as percentage cost increase:

IC(A)+IC(B)-IC(A&B)

IC(A&B)

II Wireline technology:
» index values in tested sample range from 0.0% to 8.10/0

» estimates based on BCM2

II Wireless and hybrid fiber-coax not yet evaluated



Economies ofDensity
••••••••IIDI

_ Depends on facility sharing arrangements
» wireless entry

» wireline entry

_ Accommodated by
» bid withdrawals, or

» bids for sole and shared sourcing

1
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Jeremy Bulow
Stanford Gradua Ie School of Business

Bar'Y Nalebuff
Yale School of Management

A Level Playing Field

• With fixed-fee subsijy, fair game between
COLR and rton-COL.R providers

• Question: How to gi/e fixed fee to more than
one player?

" Answer: Divide filced fee according to share
of COLR market.

" Define COLR market by allowing firms to
designate custorr ers into a COLR pool.

Awarding l\Ilultiple COLRs

• Easiest if only one COLR

• Multiple awardees creal es several issues
" Risk of winning and losir g money if don't gel share--which

depresses bidding

" One solution is mul1iple bids (Vincent)

- Likely outcome is om~ winner
- Bidding against self

" Our proposal IS winner g.ts (say} 75% ot subsidy in retum for
75% of obligation. Secor d-highesl bidder has option to match
for remaining 25%.

Fixed Payment vs,
Per Subscriber Fee

• If only one LEC in a region then ideal subsidy
would be per-subscriber

• Monopolist would make money on all
customers and thus have incentive to serve
entire market.
" Note: there might be a negative fixed fee 10 offset subsidy

• If non-COLR players compete against COLR
with per-subcriber subsidy, then COLR has
unfair advantage.

Caveats

• COLRs have incentive not to seek customers

" Regulatory oversight is still needed
" But, issue still exists with per-subscriber

sUbsidy. With subsidy s, company expects
to make 1t1+s on one segment and -1t2+s
on COLR segment. Thus s is below cost of
sUbsidizing COLR customers, reflecting
profits on non-COLR customers.

Example

• 100 non-COLR customers, rr=10

• 100 COLR customers
" rr = -10 • sqrt (100/#COLR)

• If only one winner, bid = 0.01.
" COSI advantage over non·COLR players gives whole market

• If I expect two COLR winners, and will split the
market, will require subsidy of 2/sub to break even.

" Inlense competition for non·COLR may drive profit to zero
and subsidy to 7/sub (which only increases competition for
non·COLR). CoSI of sUbsidy is 1,400 (7'200).

• With fixed fee payment, can bid subsidy of 1,000.
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Universal Service Auction ex parte
March 19, 1997

Name Affi Iiation Phone E-Mail Check-in

A h", ..".,th" It <:>th!ppn AirT()llrh ')0) ')914900 XI J. J.l..... -.,....Ll ... _\..LI.) 'I I."-~I.I.I.__ I.I. ( ___.. ~ _'H.
I I I I

Abramson, David 3 Com Corp. 408.764.6621 david_abramson@3mai1.3com. X
com

Bailey, Marvin Ameritech 202.326.3818 marv.bailey@ameritech.com X

Boasberg, Thomas FCC-Chairman 418.1000 tboasber@fcc.gov

Brinkmann. Karen FCC-WTB 202.418.0783 kbrinkma@fcc.gov X

Brown. Glenn US West 202.429.3133 ghbrown@uswest.com X

Bulow. Jeremy Stanford lJ. bulow(~vigilant.som.yale.edu

/Ameritech

Bush. Clarence FCC-CCB 418.1875 cbush@fcc.gov X

Bykowsky, Mark NTIA 202.219.8801 mbykowsky@ntia.doc.gov X

Carlson, Astrid FCC-CCB 418.7369 acarlson@fcc.gov X

Casserly, James FCC-Ness 418.2100 jcasser1@fcc.gov

Cherry, Barbara Northwestern U. 312.750.4178 bcherry@nwu.edu X
/Ameritech

Clarke. Richard AT&T rnclarke@attmai1.com X

Clopton, Bryan 1"CC-CCB 418.7381 bclopton@fcc.gov X



Cohen, Jonathan FCC-WTB 418.0600 jcohen@fcc.goy X

Coltharp, James FCC-Quello 418.2000 jcolthar@fcc.goy

Cramton, Peter Uniy. of Maryland 301.405.6987 cramton@econ.umd.edu X

Curry, Rowland Texas PUC/Jt. Board 512.936.7246 curry@puc.state.tx.us X
, I I I

DeGraba, Patrick FCC-CC13 418.1378 pdegraba@fcc.goy X

Dodd, Richard Yale U. richard.dodd@yale.edu

Farrell, Joseph FCC-OPP 418.2040 jfarrell@fcc.goy

Fertig, Doran FCC-OGC 418.1869 dfertig@fcc.goy

Ford, George MCI 202.887.2909 2136754@mcimail.com X

Forward, Rachel CBO 202.226.2860 rachelf@cbo.gov X

Gaisford, Lisa OMB 202.395.3480 gaisford_l@al.eop.gov X

Gattuso, James CSE 202.942.7673 gattuso@cse.org X

Ginsburg, Mindy FCC-CCB 418.7372 mginsbur@fcc.goy

Gonzalez, Dan FCC-Chong 418.2200 dgonzale@fcc.goy

Harris, Charon GTE 202.463.5294 charris@dcoffice.gte.com X

Hatch, Whitney GTE 463.5290 whatch@dcoffice.gte.com X

Hoffnar, Emily FCC-CCB 530.6065 ehoffnar@fcc.goy

Johnston, Bill US West 303.896.8882 X



Katz, Michael UC-Berkeley mkatz@tildengroup.com X
IAirTouch

Krech, David FCC-WTB 418.7240 dkrech@fcc.gov

I ~~e~el, E~.~n FCC-OPP 418.2045 ekwerel@fcc.gov v
.I"
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Lemler, Mark AT&T 908.221.3827 lemler@attmail.com X

Loube, Robert FCC-CCB 418.7379 rloube@fcc.gov

Maxwell, Elliot FCC-OPP 418.2036 emaxwell@fcc.gov X

McAfee, Preston U.ofTexas 512.475.8533 mcafee@mundo.eco.utexas
.edu

McConnaughey, Jim NTIA 202.482.3161 jmcconnaughey@ntia.doc.gov X

McGuire, Gail FCC-Chong 418.2200 gmcguire@fcc.gov X

Milgrom, Paul Stanford U.lGTE 415.723.3397 mi1grom@stanford.edu X

Moore, David Congress. Budget Offi. 202.226.2940 davidmo@cbo.gov X

Nakahata, John FCC-OGC 418.1877 jnakahat@fcc.gov

Nalebuff, Barry Yale U.lAmeritech Barry_Nalebuft@quickmail. X
yale.edu

Pepper, Robert FCC-OPP 418.2030 rpepper@fcc.gov X

Randolph, Scott GTE 202.463.5293 srandolph@dcoffice.gte.com X

Rose. Karen FCC-OPP 418.1693 krose@fcc.gov X



Rosston, Gregory fTC-OPP 418.2044 grosston@fcc.gov X

Salant, David LECG 510.450.6787 david_salant@lecg.com

Sharkey, William FCC-CCB 418.2743 wsharkey@fcc.gov X

Spavins, Thomas FCC-OGC 418.1739 tspavins@fcc.gov X
I I I

Spier, Kathryn Northwestern U. 847.467.3364 k-spier@nwu.edu

Tardiff, Timothy National Economic 617.621.2614 timothy.. tarditT@nera.com X
Research Associates
Inc.! US West

Vincent, Dan U. of Western Ontario vincent@sscl. uwo. ca

Weller, Dennis GTE 972.718.3489 dennis.weller@telops.gte.com X

Williams, John FCC-OPP 202.418.2050 jwilliam@fcc.gov X

Woodbury, John Charles River Assoc. jrw@cari.com
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